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Peer Review Survey Probes Benefits and
Costs for Local Firms
The Division recently conducted a small but particularly re
vealing survey of the effects of peer review on firms with
fewer than 20 professionals. The findings indicate strongly
that peer review has a positive effect on the quality of mem
ber firms’ practices; suggest that many firms sense a need
for the Division to communicate more effectively with the
business and financial communities; and provide some de
tails on the direct an indirect costs of peer review.
In December, survey questionnaires were sent to the 52
Division members meeting three criteria: fewer than 20 pro
fessionals; one or more SEC audit clients; and a peer review
within the last three years. (There are another 1,150 firms in
the Division with fewer than 20 professionals that do not
have SEC clients.) The survey was designed to provide
background information that would be useful in connection
with a number of current proposals, particularly whether all
CPA firms should be required to undergo some type of qual
ity review.
Thirty-four of the 52 firms returned useable responses.
(One other firm returned the questionnaire, merely stating
that it no longer had an SEC client. Another response was
received too late for tabulation.) The 34 were split about
evenly on whether they were members of just the PCPS or
also of the SECPS. There was also a fairly even split on
firm size—18 had 10 or fewer professionals while 16 had 11
to 19. Twenty-one had undergone more than one Division
peer review, while 13 had been reviewed just once.
ATTITUDES OF REVIEWED FIRMS

To determine these firms’ overall attitude towards peer
review and Division membership, each managing partner
was asked to indicate whether he agreed or disagreed (in
each case “mildly” or “strongly”) with each of a series of
statements. In descending order of agreement, here are the
statements and the percentage of respondents agreeing with
each.
• Peer reviewers identified areas in which we really
needed to improve. 94% agree, mildly or strongly.
• In today’s litigious environment, having an outside
look at one’s quality control system is simply good business.

88% agree.
• Joining the Division and getting ready for peer re
view made us take a hard look at how we assure quality
work, and we made some needed changes. 82% agree.
• Peer reviewers provided suggestions that were help
ful in operating the firm efficiently. 73% agree.
Continued on page 2

GAO Proposes Revised Audit Standards,
Mandating Quality Review and Specialized CPE
The US General Accounting Office has released a draft of
proposed revisions to its Standards for Audit for Govern
mental Organizations, Programs, Activities and Functions,
which were first issued in 1972. The GAO would require
conformity with these standards (or disclosure of departures)
for all federal-related audits. It recommends the same stan
dards for state and local audits.
The proposed changes would require auditors to have
an internal quality control system and to participate in an ex
ternal quality control review program. They would also ex
pand auditors’ CPE requirements. In addition they address:
• Procurement of audit services;
• Relying on the work of other auditors;
• Audit risk and materiality; and
• Auditors’ responsibilities regarding internal controls,
fraud and illegal acts. The GAO standards also would in
clude AICPA’s standards for field work and reporting.
QUALITY CONTROLS AND REVIEWS
The proposed standards state that “The audit organiza

tion should also have an internal quality control system in
place, and participate in an external quality control review
program.” A footnote explains “External quality control re
view programs, such as those conducted through the Ameri
can Institute of CPAs, National Association of State
Auditors, Intergovernmental Audit Forum, U.S. General Ac
counting Office, and the Institute of Internal Auditors,
would be acceptable. An external review should be con
ducted at least once every three years beginning January 1,
1988. For public accounting firms conducting a limited
number of governmental audits (i.e. one or two) each year,
quality reviews conducted by external organizations of the
Continued on page 3

MAP Committee Sponsors Practice
Management Conferences
This year the AICPA’s Management of an Accounting Prac
tice Committee has scheduled two three-day MAP confer
ences, and two small firm conferences especially for sole
practitioners and firms with two or three partners.
This is the fourteenth year that the Committee has pre
sented conferences such as these. The MAP conferences are
scheduled for July 20-22 in San Francisco and November
4-6 in Washington. The small firm conferences will be in
Baltimore on August 20-21, and Las Vegas on October
22-23.
For more information contact the Industry and Practice
Management Division, 212/575-3814.
□
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Peer Review Survey

INDIRECT COSTS ARE ALSO A FACTOR

Continued from page 1

Several questions were included in an attempt to identify the
indirect costs of peer review, even though most of these
could properly be considered costs of prudently managing a
quality firm. Twenty-seven firms developed quality control
documents, and 16 sent one or more people to relevant
training programs. Seven purchased QC or practice aids, and
four engaged consultants. Three firms brought in new people
specifically for QC.
The initial cost of QC aids or practice aids was $300 or
less for 4 of the firms purchasing them, $700 for one firm,
$2,000 for another, and $5,000 for the seventh. Some of
these firms also incur annual update costs. Four firms en
gaged consultants—two for about $1,000 each; one for
$5,000 and one for $20,000.
CPE is sometimes cited as a membership cost since the
Division requires it for all professionals, regardless of
whether they are licensed CPAs. Asked whether they would
spend less for CPE if their firms were not Division mem
bers, 28 of the 34 participants, or 82%, indicated they
would not. Of the 6 that would spend less, 4 estimated the
amount—varying from 5% to 30% of their total CPE
expenses.
Each firm was also asked “If your firm were not a
member of the Division, would it spend a lot less time, a
little less time, about the same or more time on quality con
trol matters in performing audits?” Two firms would spend
a lot less and sixteen a little less. Fourteen would spend
about the same, one would spend more, and one didn’t
know.

• A successful peer review instills pride in the staff and
aids in staff retention. 73% agree.
• A successful peer review helps in recruiting staff.
64% agree.
• Division membership can help a small firm hold ex
isting clients and obtain new ones—the ‘‘displacement’’
problem. 47% agree.
In summary, the respondents overwhelmingly agree that
peer review has a positive effect on their quality, and is sim
ply good business. Most also feel that peer review contrib
utes to efficiency, morale and recruiting. However, only 16
of the 34 agree it could help with displacement, while 15
disagreed. (Three had no opinion.)
The firms were also asked for their free form, openended comments:
• Please use this opportunity to give us your pro or
con assessment of the value of peer review and Division
membership. Please be candid.
Twenty-five firms responded. Seven volunteered that
peer review is of real value in maintaining their firms’ quali
ty. Five indicated that the benefits clearly outweigh the cost.
Another five said the costs exceed the benefits, or that they
had attained no tangible benefits. Three said that peer re
view could put them at a competitive disadvantage. Seven
mentioned the need to promote the benefits of peer review
more effectively in the business and financial communities.
DIRECT COSTS OF PEER REVIEW
Over the years concern about peer review costs has been ex
pressed by many—member firms, nonmembers, government
officials and neutral observers. This study confirmed that the
direct cost of peer review is modest. However, it indicated,
as have other studies, that the smaller the firm the higher the
costs are per professional or per accounting and auditing
hour. One of the participating firms was a sole practitioner
with no professional staff. His annualized cost was $862, or
72¢ per A&A hour. Two eight-partner firms were included,
averaging 17 professionals each. Their average annual costs
were $266 per partner, $125 per professional, or 15¢ per
A&A hour. Most firms had from 3 to 6 partners, with annu
al costs averaging $369 to $500 per partner, $128 to $221
per professional, and 140 to 21¢ per A&A hour.
Of the 20 firms providing cost information on two or
more reviews, 13 found that the cost declined for their latest
review, five experienced increases and two had no change.
Overall, the costs declined 18%. After excluding two firms
with exceptional reductions (both over 60%) the overall re
duction is 4%.
While more than 70% of the initial peer reviews were
conducted by AICPA review teams, 57% of the subsequent
reviews reported were firm-on-firm reviews. The effect of
this change on the reduction in costs, if any, is not clear.

EDITOR’S COMMENTS

The information on direct costs is useful and informa
tive, and consistent with somewhat similar information that
has been published in the past. The information on indirect
costs should also be interesting to prospective members.
(The firms were asked whether they had undergone a PCPS
consulting review—an inexpensive confidential service of
fered to member and nonmember firms. None had, probably
because the service is fairly new. Today, however, consult
ing reviews are very popular, with more than a hundred a
year being performed.)
Although costs will always be important, the firm’s at
titudes towards peer review are of particular interest to most
readers—member firms, those who are considering member
ship (or should be), clients and other users of financial
statements, and regulators from within and outside the pro
fession. Twenty-eight of the 34 participating firms made
some needed changes while getting ready for peer review,
and 32 found that the peer reviewers identified areas that
needed improvement. Thirty firms concluded that having a
peer review is simply good business, and smaller majorities
found their reviews improved morale and helped in
recruiting.
So much for the good news. The “free form” answers,
and the fact that only a small plurality agree that the Divi
sion helps a small firm get and hold clients, suggest that
many members would encourage the Division to continue
and intensify efforts to project its message of quality.
□

PCPS Reporter
GAO Proposes Revised Audit Standards
Continued from page 1
results of one or more of these audits during a 3-year period
would also satisfy this requirement.”
CPE REQUIREMENTS

The proposed standard indicates that auditors “should
have completed within the last two years at least 80 credit
hours of continuing education and training ... at least 24 of
the 80 hours should be directly related to the government
environment and to government auditing.”
A footnote lessening the number of hours “for employ
ees with less than two years with the audit organization”
suggests that the requirement would apply to all profession
als assigned to the engagement, not just the partner or audi
tor in charge.
Comments on the draft are due at the GAO by June 30.
The AICPA State and Local Government Committee will
consider input from the PCPS and other interested com
mittees and is expected to comment on the proposal. Mem
ber firms and their CPAs with a stake in governmental
auditing at any level are encouraged to study the proposal
and comment before the cutoff date. Copies are available
from W. A. Broadus, Jr. at the GAO in Washington, 202/
275-9425.
AUTOMATED ACCOUNTING BOOKLET AVAILABLE

In an unrelated development the GAO recently pub
lished Critical Factors in Developing Automated Accounting
and Financial Management Systems, a nontechnical booklet
“to describe in plain English some critical aspects of ac
counting and financial management systems development.”
It focuses primarily on government installations, but much
of its content can be useful to CPAs serving commercial cli
ents. To request a copy call the GAO at 202/275-6241.
□

Membership Profile Shows Change in Trends
The past twelve months reversed two membership trends of
several years standing. First, after years of slow decline the
number of member firms increased, by 9% over March
1986. Secondly, the average size of member firms declined
slightly. It had been rising each year.
One factor that probably contributed to the increase in
members is the public information program’s success in
communicating to major segments of the business and finan
cial communities the member firms’ commitment to quality
and the significance of peer review. Another might be a de
cline in turnover, since the earlier years’ membership fallout
has left the Section with a more stable base of dedicated
members. The increase took place despite the Section’s loss,
since March 1984, of about 75 member firms that merged
with other members.
The total number of CPAs in member firms increased
4.6%, about half the 9% growth in the number of member
firms. The number of professionals increased 6.5%. This in
dicates that the size of the typical member firm declined
slightly with the increase in members. The decline occurred
because more smaller firms are joining, which most regard
as a welcome development.

Even so, the average member firm is larger today than
three years ago. While the number of member firms is about
the same as in 1984, the number of CPAs and professionals
in them has increased 7.6% and 19.6% respectively.
It is interesting to note that member firms include
62,224 CPAs, while at July 31 the total number of AICPA
members in public practice was less than twice that—
118,226. Although some CPAs in member firms have not
yet joined the Institute it seems reasonable to assume that
member firms represent about half the practicing AICPA
members. Some have extended this concept to conclude
that, since most member firms are more heavily engaged in
audits and reviews than are nonmembers, member firms arc
associated with considerably more than half the financial
statements on which third parties rely. If so, the Section is
serving the public (as well as its members) well.
□

PCPS Membership Statistics

TOTALS
Number of Member
Firms
Number of CPAs
in Member Firms
Number of Professionals
in Member Firms

RATIOS
Number of Partners
1
2-5
6-10
11 or more

Number of Professionals
1
2-5
6-10
11-20
21-50
51 or more

Number of Offices
1
2-5
6 or more

Number of SEC Clients
None
1-4
5 or more

March
1987

March
1986

March
1984

1,695

1,555

1,691

62,224

59,502

57,838

119,994

112,691

100,356

13.0%
60.0
18.9
8.1

12.0%
61.2
19.0
7.8

14.2%
61.0
17.8
7.0

100.0%

100.0%

100.0%

4.7%
18.5
23.6
25.1
20.8
7.3

3.9%
18.8
23.0
26.0
20.8
7.5

5.4%
19.6
24.0
26.9
18.3
5.8

100.0%

100.0%

100.0%

69.1%
27.8
3.1

68.6%
28.2
3.2

70.6%
26.7
2.7

100.0%

100.0%

100.0%

81.9%
14.6
3.5

81.4%
15.3
3.3

81.5%
15.6
2.9

100.0%

100.0%

100.0%
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Peer Reviews Conducted By PCPS Committee-Appointed Review Teams
Cost Summary—1986 Review Year
Firm Description

Number
of Firms

Average
Number of
Professionals

Low

Cost Per Review
Average

High

Average
Cost Per
Review—1985

Sole Practitioner, No
Professional Staff
2-5 Professionals:
I Partner
2 or more Partners
6-10 Professionals
11 -20 Professionals
Over 20 Professionals

I

I

$1,268

$1,268

$ 1,268

$1,154

10
17
27
28
18

3
3
7
14
30

1,155
1,445
1,941
1,716
4,510

2,246
2,159
3,638
4,609
8,522

2,842
3,021
6,963
8,445
16,378

2,292
2,234
3,448
4,271
7,442

Report Reviews

14

4

208

663

1,329

999

Notes:

I. Cost includes reviewers' time charges, AICPA’s 10% administrative fee, and reviewers' expenses.
2. The 1986 reviews include all those conducted on site by PCPS committee-appointed review teams for which the costs were fully
processed at the time of compilation. Cost information is not available for firm-on-firm reviews and those administered by state
societies or associations.
3. Hourly billing rates for reviews of firms with less than 20 professionals and no SEC clients are $60 for team captains. $50 forteam
members who are partners or proprietors, and $40 for other team members. For firms with 20 or more professionals and all firms
with SEC clients, the rates are $ 10 higher in each classification.
4. PCPS member firms normally incur these costs once every three years.
5. Report reviews are offsite reviews available to firms that perform no audits.
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